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Introduction

Q. Please state  your name and business address.

A. My name  is  Je ff Schlege l. My bus iness  address  is  1167 W. Samalayuca  Drive ,
Tucson, Arizona  85704-3224.

Q. For whom and in wha t capacity a re  you te s tifying?

A. I a m te s tifying on be ha lf of the  S outhwe s t Ene rgy Efficie ncy P roj e t (S WEEP ). I a m
the  Arizona  Representa tive  for SWEEP.

Q. Did you submit te s timony on beha lf of SWEEP previous ly in this  docke t?

A. Ye s .

Q. Wha t is  the  purpose  of your te s timony?

A. I am address ing the  Demand Side  Management (DSM) issues  in the  Se ttlement
Agreement.

SWEEP's Position on the Settlement Agreement

Q. What is  SWEEP's  pos ition on the  TEP Se ttlement Agreement?

A. SWEEP does  not support or oppose  the  Se ttlement Agreement. SWEEP participa ted
in the  se ttlement discussions and decided not to support or oppose  the  Settlement
Agreement. In the  se ttlement discuss ions  SWEEP focused primarily on the  DSM
issues . SWEEP's  primary concerns  were  and a re :

TEP customers  should rece ive  the  benefits  of increased, cost-e ffective  DSM
programs as  soon as  poss ible . All customers  should have  the  opportunity to
reduce  the ir ene rgy cos ts  through pa rticipa tion in DSM programs prior to the
implementa tion of any ra te  increase . De laying the  implementa tion of cos t-
effective  DSM programs disadvantages customers and increases the  tota l costs
customers pay.
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1.

The Commission should approve the STEP-proposed DSM programs, based on
time ly re vie w a nd a na lys is  by Commiss ion S ta ff
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The  DSM programs should be  supported by adequa te  funding, ultimate ly through
the  DSM Adjus tor be ing conside red in this  proceeding, and in the  meantime
(beginning in 2008) through a  rea lloca tion of funding back to DSM and/or an
accounting order in this  proceeding.

Commis s ion Review of the  STEP-Propos ed DSM Program Portfolio

Q. Are  S ta ff and the  Commiss ion reviewing STEP-proposed DSM programs, including
new and expanded programs, in a  separate , para lle l docket?

A. Yes, the  STEP-proposed DSM programs are  being reviewed in a  separa te  docket
(Docke t No. E-01933A-07-0401) in pa ra lle l to this  proce e ding. SWEEP pre vious ly
recommended the  two para lle l proceedings and supports  this  approach.

Q. Do you plan to comment on the  specifics  of the  proposed DSM programs in your
te s timony in this  proceeding?

A. No .

Q. What is  the  s ta tus  of Commission review and approval of the  STEP-proposed DSM
programs in the  pa ra lle l docke t?

A. Severa l TEP DSM programs were  approved by the  Commiss ion a t the  June  3, 2008
and July 1, 2008 Open Meetings . SWEEP unders tands  from Sta ff tha t the  reviews of
the  remainder of the  DSM programs (except for the  Direct Load Control programs)
are  on schedule  to be  reviewed by the  Commission a t its  Open Meeting on July 29-
30, 2008.
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SWEEP supports  this  schedule , and apprecia tes the  efforts  of Staff and the
Commiss ion to review and approve  the  DSM programs in a  time ly manner, so tha t
the  programs can be  implemented to benefit TEP customers as soon as possible , and
prior to any increase  in ra tes .

1 The review of the Direct Load Control program will be scheduled for later this year, per an understanding
between TEP and Staff which SWEEP accepts.

3.
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DSM Cost Recovery and the DSM Adjustor Mechanism

3 Q. Does  SWEEP support the  DSM Adjus tor Mechanism described in the  Se ttlement
Agreement?

6 A. Yes , SWEEP supports  the  use  of a  DSM Adjus tor Mechanism for DSM cos t
recovery, and supports  the  DSM Adjustor se t forth in the  Se ttlement Agreement
Specifica lly, SWEEP supports  the  DSM Adjustor mechanism recommended by Staff in
its  Direct Rate  Design testimony in this  proceeding, the  initia l funding level of the  DSM
Adjustor of $6,384,625, and the  initia l DSM Adjustor ra tes  of $0.000639 per kph for a ll
kph s a le s
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Would time ly Commiss ion approva l of DSM cos t-recove ry provide  va lue  to
customers and be  in the  public interest?

A. Yes , time ly Commiss ion approva l of a  DSM cos t-recove ry mechanism would speed
the  implementa tion of cos t-e ffective  DSM and ene rgy e fficiency programs approved
by the  Commission, to the  benefit of TEP customers
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Q. Is  an inte rim DSM cos t-recovery mechanism necessa ry in this  proceeding

A. Not a t this  time . TEP  ha s  indica te d tha t the  tota l DSM funding curre ntly a va ila ble  in
2008 (about $3.3 millio n including some  funding re turned to DSM now tha t the
REST surcharge  has been implemented) is  adequate  to fund the  existing and new
DSM programs. If cus tomer re sponse  to the  programs in the  la tte r ha lf of 2008 is
ve ry s trong and TEP finds  tha t then-ava ilable  DSM fording is  inadequa te , SWEEP
would recommend an accounting mechanism to provide  inte rim cos t-recovery for
Commission-approved DSM programs and expenditures , until such time  tha t the
DSM Adjus tor or othe r mechanism is  adopted by the  Commiss ion
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Q. Is  the  five-year (2008-2012) STEP-proposed DSM Plan and the  proposed funding leve l
of the  DSM Adjus tor Mechanism like ly to be  adequa te  ove r the  next live  yea rs

A. No. SWEEP conside rs  the  STEP-proposed DSM portfolio to be  an initia l ramp up to a
more  comple te  portfolio of programs to address  a  wider range  of customer needs and
segments . It is  like ly tha t cus tomer re sponse  to and pa rticipa tion in the  DSM
progra ms  will grow ove r time , re sulting in a  ne e d for a dditiona l funding. In a ddition
new measures may become available  and new or expanded cost-effective  programs
may be  proposed by TEP, Staff, SWEEP, or other s takeholders

Q.

The re fore , it is  like ly tha t a dditiona l DSM funding for Commiss ion-a pprove d DSM
programs will be  needed in future  years , and probably much earlie r than 2012, due



Direct Testimony of Jeff Schlegel, SWEEP, Regarding TEP Settlement Agreement
Docket No. E-01933A-05-0650, Docket No. E-01933A-07-0402

Page 4

e ither to s trong customer response  to the  programs currently be ing proposed, or to
new or expanded DSM programs.

For the  Commiss ion-approved, cos t-e ffective  DSM programs, the  spending leve ls
should be able  to increase in between rate  cases in response to program success and
cus tomer pa rticipa tion. The  Commiss ion and S ta ff should be  notified of the  DSM
program spending increase , and the  Commission can choose  whether to not to take
action on it, however, the  spending increase  for Commission-approved programs
should not re quire Commiss ion pre -approva l or othe r action by the  Commiss ion

TEP, Staff, SWEEP, or other s takeholders  should be  able  to propose  new DSM
programs in be tween ra te  cases . New programs should be  reviewed by Sta ff and
approved by the  Commiss ion prior to implementa tion, cons is tent with current
pra ctice . The ding for new Commission-approved programs should be  recovered
through the  DS M Adjus tor.

Othe r DSM Is s ues

Q. Are  there  other DSM issues  tha t do not appear to be  addressed specifica lly by the
Settlement Agreement?

A. Yes . SWEEP supports  the  DSM Pe rformance  Incentive  proposed by TEP (Tom
Hansen direct tes timony, pgs. 14-15) and has  supported a  s imila r performance
incentive  mechanism for APS. In this  pe rformance-based incentive  mechanism, TEP
would have  the  opportunity to earn up to 10% of the  measured ne t benefits  from the
e ligible  DSM programs, capped a t 10% of the  actua l program spending. This  is  a
positive  incentive  to encourage  the  achievement of ne t benefits , with a t leas t 90% of
the  ne t benefits  accruing to customers. It does not appear tha t the  Se ttlement
Agreement addressed this  issue  explicitly.
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Q. Does that conclude your direct testimony?

A. Ye s .

a

2 The Commiss ion continues  to have the authority and ability to initia te any DSM program revis ions  or
s  ending adjus tments  it feels  a re a ro rite , a nd S ta ff could provide a n s uch recommenda tions  to thep g J . p p  p P y
Commiss ion on its  own initia tive.


